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Financial decision-making plays a vital role in an enterprise’s value creation
activities. It not only determines the allocation of the enterprise’s assets and affects
the size of its cash flow, but also has a bearing on the sources of funds and the level of
costs of funds. Scientific and rational financial decision-making can facilitate an
enterprise’s growth and enhance its value; on the contrary, unscientific and irrational
financial decision-making will hinder an enterprise’s development and damage its
value.
This paper reviews the history of finance theory since the 1950’s, from the
rational research paradigm to release managers’ irrationality or market irrationality
assumption. It refers to the study of the influence of people’s psychological
characteristics and emotions on enterprises’ financial decision-making by combining
the achievements of psychology and corporate finance,thus “behavioral finance” and
“behavioral corporate finance” has emerged.
This paper analysis the theory and articles about manageral irrationality,
especially mangeral overconfidence, then targets Chinese enterprises in the economic
transition and the emerging market. On the basis of corporate finance, this paper
classifies the profit rates of funds in the market into two periods: the high period and
the low period, and identifies overconfidence sample companies on the basis of the
difference between forecasted earnings and actual profits, as well as the number of
mergers and acquisitions. It then studies the relationship between manager
overconfidence and corporate investment behaviors, capital structure and operating
performance in different market situations, and empirically analyzes the potential
influence of cognitive bias arising from the overconfidence of managers on corporate
financial behaviors and risks in different market situations.













First, managerial overconfidence significantly affect corporate investment
behaviors. There is a significantly positive correlation between compared and non
overconfidence enterprises. Between the market periods, more apparent
overconfidence influence were abserved in high period, while the lower influence in
low period.
Secondary, this paper reveals that manager overconfidence has a significant
influence on an enterprise’s debt level. Managerial overconfidence causes the
enterprise to carry out more debt financing, it also significantly influences an
enterprise’s the debt maturity structure; enterprises with overconfident managers are
more inclined to raise funds through short-term debts; manager overconfidence is
positively correlated with an enterprise’s debt term structure; however, in different
market cycles, overconfident managers exhibit an inclination to higher total debt rates
and short-term debt ratios.
Thirds, the influence of manager overconfidence on operating efficiency is
significant negative correlation. This paper analysis if manager overconfidence has
different influences on operating profit rates, cost and expense rates, the level of
inventories, and the level of accounts receivable under intense market competition
conditions for products in different market cycles. For this purpose, this paper builds a
binary model for the research of production supply, analyses sales and production
supply, and explores the influence of manager overconfidence on an enterprise’s
product sales, material procurement and supply chain in the decision-making behavior
process of the cognition of demand in the enterprise’s product market.
The results show that overconfident managers bring to the company at greater
risk, lower operating efficency, the influence show different effects in different market
periods, not large differences in impact to the operating efficiency in high period,
while a greater impact on the level of corporate operating efficiency in lower period
with greater operational risks.













First, in terms of the choice of topic, this paper explores the influence of manager
overconfidence on an enterprise’s financial decision-making in an irrational market. It
divides the study of the sample companies into two periods – the high period and the
low period and uses the profit rate of funds as a criterion for distinguishing market
cycles to analyze whether the degree of manager overconfidence changes in these two
periods and whether there is any difference in the influence on corporate finance. To
date, there has been no domestic empirical research or test of the irrational behaviors
of corporate managers in different periods of the economic cycle. This paper will
make preliminary attempts in this regard.
Second, in terms of theory, on one hand, this paper expands the understanding in
existing literature of the role of manager overconfidence in enterprises’ financial
decision-making in the Chinese market. On the other hand, this paper provides fresh
empirical evidence for the research of the influence of manager overconfidence in
academia under the irrational market paradigm.
Third, in terms of research methodology, this paper adopts the panel data method
for the study. Existing literature mostly uses regression analysis or the system of
simultaneous equations to study the correlation between overconfidence and related
indicators, and therefore the disparity between the individual differences and
historical differences of the samples have room for improvement. This paper attempts
to use a panel data model to construct and test a behavior equation model which is
more realistic that the existing individual cross-section data or time-series data.
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